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KEY ECONOMIC INDICATORS 


Domestic Economy 
Population (millions) 
Population growth (%) 
GDP in current dollars 
Per capita GDP, current dollars 
GDP in local currency (% change) 
Consumer Price Index (% change) 
Production and Employment 
Labor force (thousands) 
Unemployment (avg % for year) 2/ 


Industrial production index (local 


In millions of U.S. dollars unless noted 


1985 


Actual 


19,697 
226 
12,620 
641 
1.6 
158.3 


6,556 
11.8 
4.1 


currency base 1973=100) (% change) 


Govt. oper. deficit (% of GDP) 
Balance of Payments 
Exports (F.0O.B.) 
Imports (F.O.B.) 
Trade balance 
Current account balance 
Foreign direct investment (new) 
Foreign debt (year end) 
Debt-service paid 
Debt-service owed 
Debt-service paid 
as % of merchandise exports 
Foreign exchange reserves 
(year end) 
Average exch. 
(I=$1.00) 
Foreign Investment §/ 
Total (cumulative) 
-S. (cumulative) 
-S. share (%) 
- Peru Trade 
- exports to Peru (F.A.S.) 
- imports from Peru (C.I.F.) 


rate for year 


share of Peruvian exports (%) 
share of Peruvian imports (%) 
U.S. Bilateral Econ.Assistance(FY) 


S 
S 
rade balance 
S 
S 


16.3 
1,383 
12.62 


1.413 
633 
44.8 


492 
1.152 
-660 
38.7 
27.2 
83.9 


1986 


Actual 


20,209 
2.6 
16,642 
823 
8.5 


6,768 
8.2 
47.8 


-4.3 


14.7 
866 
17.76 


1.446 
641 
44.3 


692 
858 
-166 
34.2 
26.6 
58.4 


1987 


Prelim. 


20,734 
2.6 
18,713 
902 
6.9 
114.5 


6,989 
8.5 
11.0 


26 


422 


xia? 
60 
3235 


1.523 
684 
44.9 


810 
814 
-4 
30.4 
26.4 
58.0 


1988 


Estimated 


21,273 
2.6 
16,000 
752 
-8.5 
1722.0 


7,169 
12.0 
-8.0 


-8.6 


2,650 
2,730 
-80 
-1,100 
N/A 
16,600 
N/A 
N/A 


N/A 
-205 
312.50 


N/A 
N/A 


793 
701 
82 
26.0 
28.9 
54.4 


Principal U.S. exports(1988): 


Refined petroleum products, wheat, chemicals 
Principal U.S. imports(1988): 


Petroleum products, jewelry, coffee 


Sources: Central Bank, National Institute of Statistics, Ministry of Economy, 
and Ministry of Labor 


Official Government price index. 
Underemployment in 1985, 34.1%; 
Private sector estimate: 12% 

As of 12/22/88 

Financial or banking rate 
Official figures 


Competing private sector price index: 2,1 
1986, 51.4%; 1987, 55% 





Introduction and Summary 


The policies adopted by the government of President Alan Garcia 
in mid-1985 were designed to reactivate the Peruvian economy by 
setting strict price controls, raising wages, cutting taxes and 
limiting foreign debt repayment to 10 percent of export 
earnings. In the first 2 years of his administration, 
demand-led growth reached 8.5 percent in 1986 and nearly 7 
percent in 1987. However, by early 1988, it became apparent 
that the "heterodox" economic policies embraced by the 
government were unsustainable over the medium term. Production 
reached capacity restraints in many sectors of the economy, 
export earnings fell, unemployment rose, Central Bank reserves 
became negative by February 1988, and the growing fiscal 
deficit had fueled the worst inflationary spiral that Peru had 
ever experienced. By mid-1988 a severe recession had set in 
which was felt most immediately in the areas of manufacturing 
and construction--the areas that led the short-lived, but rapid 
expansion of 1986 and 1987. In the third quarter of 1988, a 
fall in demand, shrinking credit availability, and more 
expensive imports forced light manufacturing firms to reduce 
inventory, lower production and lay off employees. 


In a desperate effort to reverse these disastrous trends, the 
government imposed a series of austerity measures. All were 
intended to correct the more serious distortions in the 
economy, including the fiscal deficit (estimated to reach 12 
percent of GNP in 1988), an overvalued exchange rate, and 
negative interest rates. These measures resulted in further 
recession, more unemployment, and substantial reductions in the 
standard of living of the rising middle class as well as the 
lower-income groups. By the end of 1988, Peru had entered a 
period of hyperinflation. Inflation for the year reached 1,722 
percent according to official figures and 2,121 percent 
according to independent analysts. When the final figures are 
in, Gross National Product for the year will probably have 
fallen at. least 8.5 percent. This represents a dramatic 


reversal of the rapid growth that took place during the 
preceding 2 years. 


Due to the lack of foreign exchange reserves and a 
deteriorating balance of trade, Peru will find it even more 
difficult to finance imports, except for the most essential 
items, in 1989. Inflation is expected to remain a major 
problem. Lower demand, less credit and scarcity of inputs will 


result in diminished levels of productivity in many sectors of 
the economy. 


In order to emerge from this difficult period, the Government 
of Peru will have to design a complete, coherent economic 
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program that will enable it to reestablish relations with the 
country’s international creditors. This must be a precondition 
for new funding from public sector sources and for much-needed 
new private investment. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Growth in Industry and Manufacturing: Manufacturing and 
construction led the rapid expansion of the Peruvian economy in 


1986 and 1987, but were the first to contract when the economy 
began to falter early in 1988. Production of consumer goods 
grew markedly in 1987 as substantial wage increases gave the 
average consumer greater discretionary purchasing power; for 
example, production of beverages increased 27.6 percent and 
electrical appliances, 27.8 percent. Production of 
intermediate goods also increased in 1987 -- plastics up 25.1 
percent, glass 29.5 percent, metal products 54.1 percent, and 
nonindustrial chemicals 42.3 percent over 1986 levels. By 
mid-1987, burgeoning demand had led to near full-capacity plant 
utilization. Despite the market potential, most domestic or 
foreign investors were hesitant to expand existing capacity or 
undertake new projects due to Peru’s generally negative 
investment climate. The eventual shortage of goods relative to 
demand, coupled with the government’s rising fiscal deficit, 
led to rapidly accelerating inflation by year end and began to 
seriously reduce the average Peruvian family’s purchasing 
power. Declining demand, reduced credit availability, and the 
rising cost of imported inputs resulted in a fall in industrial 
production. By the third quarter of 1988, production in the 
demand-sensitive light manufacturing sector had fallen 
approximately 14 percent below the same period in 1987, 
Signaling the onset of a major recession. Many firms began to 
cut back on inventory, lowered production, and laid off 
employees. The construction industry in particular has 
suffered, as major projects lack funding and homeowners are 
forced to postpone or abandon residential improvements because 
of reduced real incomes. Output from the industrial sector is 
expected to continue declining in the first part of 1989 as 
inflation further erodes purchasing power and therefore 
domestic demand. The export manufacturing sector is likely to 
do slightly better, but performance will be nonetheless 
constrained by the scarcity of foreign exchange and therefore 
of necessary imported components and inputs. 


Mining and Petroleum: Largely because of fewer labor problems 
and higher world prices for minerals, the performance of Peru’s 
mining sector improved between 1986 and 1987. Copper 
production rose 2.3 percent, lead 4.9 percent, zinc 2.5 
percent, and silver 6.7 percent. Peru was second only to 
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Mexico in silver production in 1987 and ranked third in zinc, 
sixth in lead, and tenth in world copper output. Because of 
higher prices, the total value of mineral exports in 1987 rose 
a substantial 8.7 percent, to $1.2 billion, representing 46 
percent of total export earnings for that year. Copper alone 
represented nearly 20 percent of total export earnings, while 
lead and zinc each amounted to about 10 percent. (Southern 
Peru Copper Corporation, a wholly owned U.S. mining company, is 
the country’s largest copper producer and contributes about 60 
percent of the country’s total output.) Even though the 
industry grew during 1987, many small and medium companies were 
forced to close due to the effects of inflation on local costs, 
the lack of foreign currency for imported supplies and spare 
parts, increased terrorist activity, and limited profits on 
export sales. To help reactivate the sector, the government 
passed legislation in April 1988 making additional credit 
available to small and medium mining companies and helping them 
reschedule debt. Despite these initiatives and rising world 
prices, the resurgence of major labor difficulties made 1988 a 
problematic year. A month-long nationwide strike in August 
cost the sector an estimated $200 million in lost production 
earnings, and a second, longer strike in the fall appears to 
have cost an additional $350 million. With the resolution of 
the second strike, the government is predicting that 1989 will 
be a good year for the mining sector. 


Crude petroleum production continued to fall in 1987. Total 
production averaged 163,644 barrels per day, or 8 percent less 
than 1986’s level. Peru became a net importer of crude for the 
first time since 1974, although rising prices resulted in a 
favorable trade balance of about $134 million. With the 
realization that falling reserves and production must be offset 
by new discoveries, the government revised the Petroleum Law in 
December 1987. This revision granted more generous terms to 
investors in order to encourage the necessary new investment in 
oil and gas exploration and development. Several foreign 
companies, including Mobil, Union Oil of California, and 
British Petroleum, showed initial interest in exploration 
projects in early 1988, but the inability of the government and 
the political opposition to agree to a development contract 
whereby Royal Dutch Shell would develop a major gas find at 
Camisea in Peru’s eastern jungle area has had a chilling effect 
on most new exploration activities. By the second half of 
1988, only Occidental Petroleum -- already active in the 
country -- had undertaken expansion activities in its northern 
concession and had started a sizeable and promising exploration 
program in eastern Ucayali province. The government has not 
yet resolved the compensation claim made by Enron Corporation 
and its American insurers for the assets of the former’s Belco 
subsidiary nationalized by Peru in 1985, but progress on this 
front continues, albeit slowly. 
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Agriculture and Fisheries: Agricultural production was up 5.1 
percent between 1986 and 1987, due to expanded subsidized 
credit, favorable weather, sufficient irrigation water, and 
extensive use of subsidized fertilizers. Rice production 
nearly doubled as the abundance of irrigation water permitted 
the expansion of the area under cultivation. In contrast, the 
1987 cotton crop fell short of 1986 production due to low 
prices resulting in a reduction in the area planted. The 
outlook for 1988 was less optimistic, and although the Ministry 
of Agriculture predicted a 3 percent growth rate for 
agriculture early in the year, by year- end it appeared 
unlikely that this would be accomplished. Cotton production 
should rise significantly, but not enough to offset the big 
drop in rice and sugar output due to a serious shortage of 
irrigation water and resultant lower yields. The corn crop may 
also decline somewhat, as some acreage has been switched to 
cotton. These 1988 production declines will require a higher 
level of imports in 1989, putting additional strain on the 
country’s depleted foreign currency reserves. Consumption 
levels for many foodstuffs have fallen in recent months due to 
markedly higher domestic prices. These prices resulted from 


the government’s decision to begin reducing generalized food 
subsidies. 


The fisheries sector is essentially an export-oriented 
industry. the main product is fishmeal, 88 percent of which is 
sold overseas. The 1987 catch totaled 4.6 million metric tons, 
down 17.6 percent from 1986, due principally to warmer water 
temperatures, which caused a reduction in the anchovy stock. 
Fishmeal exports fell 3.2 percent in volume terms in 1987, but 
the decrease was partially offset by rising world prices. Asa 
result, export earnings grew from $200 million in 1986 to $222 
million in 1987. In the first half of 1988, a 
government-imposed ban on commercial fishing, combined with a 
strike that began in May, reduced the catch further. By the 
end of the third quarter, the general consensus among industry 
experts was that the total catch for 1988 would be an 
improvement over 1987, but would fall short of the excellent 
1986 catch. In November, the government lifted the 1985 ban on 
harvesting scallops, and Peru may again export scallops in 1989. 


Public Finance, Money and Prices: The government’s initial 
success at curbing inflation in 1986 began to falter by late 
1987. The annual inflation rate jumped from 63 percent in 1986 
to 115 percent in 1987, and the average price level rose 1,722 
percent during 1988 (2,121 percent according to a privately 
developed index). Peru’s new hyperinflationary period is the 
result of a large public sector deficit, the need to reduce 
heavy subsidies on many basic goods, and a growing lack of 
confidence in the inti and in the government’s ability to 
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manage the economy. A succession of measures announced by the 
government in March, June, September and November of 1988 all 
aimed at correcting some of the more serious distortions in the 
economy, namely the fiscal deficit, the overvalued exchange 
rate, and the negative real interest rates. When they failed 
to do so, the inflationary spiral continued. Inflation will 
remain a major problem in 1989. 


As noted above, the inflationary spiral has its origin in the 
central government’s fiscal deficit. As inflation took hold 
and government subsidies grew, the public sector’s cash flow 
problems became more acute. By the end of 1987, the fiscal 
deficit had reached 10.5 percent of GDP, up from 4.3 percent 
the previous year. Even though the Government cut back on 
investment spending, operating losses of state-owned firms, 
major producer and consumer subsidies on basic commodities, 
foreign exchange subsidies, and dwindling tax collections 
guaranteed a deficit in 1988 as well. Although the government 
predicts the 1988 fiscal deficit will be only 8.6 percent of 
GDP, independent economists are estimating that it will reach 
12 percent. As the deficit has risen, credit available to the 
private sector through the formal banking system has been 
reduced. The banking system itself is contracting as sharply 
negative real interest rates and government-mandated wage 
increases rob the system of liquidity. These negative interest 


rates have also contributed to the growing "dollarization" of 
the economy. 


In July 1987, President Garcia announced the nationalization of 
private sector banks, insurance companies, and finance 
companies. About 70 percent of Peru’s credit was already 
directly or indirectly under government control. Nevertheless, 
the two largest private banks were initially affected, although 
the Banco de Credito dealt effectively with the issue by 
transferring majority ownership to bank employees. The 
government was satisfied with this arrangement, and by the fall 
of 1988,.it appeared that the other private banks would in the 
end remain under private ownership. The exercise nonetheless 
alienated the private sector and caused a virtual standstill in 
new private investment in the country. 


Balance of Payments: Peru’s impressive spurt of growth in 1986 
and 1987 required large amounts of imports, and heavy domestic 
demand led to a decline in the availability of goods for 
export. In 1987, imports increased 18 percent, reaching the 
highest levels in 4 years, while exports grew 2.9 percent. 

This produced a trade deficit of $463 million and a current 
account deficit of $1.5 billion, the latter being the largest 
in 6 years. The lack of real growth in export income was the 
result of the government’s decision to maintain differential 
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but overvalued exchange rates for traditional exports. This 
policy was especially harmful during a period when world prices 
for many of these products were on the upswing. The rise in 
imports occurred as an inevitable consequence of the growth in 
demand for consumer goods and was facilitated by a foreign 
exchange policy that permitted certain imports to enter at 
subsidized exchange rates. 


As a partial solution to the economic distortions produced by a 
multi-tiered exchange rate system, the government began to 
consolidate rates in late 1987; concurrently it decided to 
ensure that the rates applicable to exports kept pace with 
inflation. In the meantime, the gap between the export rate 
and the official rate applicable to priority imports and other 
government transactions kept widening, resulting in massive 
financing losses for the Central Bank. In September 1988, the 
remaining official exchange rates were unified at 250 intis to 
the dollar, reducing the differential between the official and 
parallel rates to 15 percent. The government’s inability to 
slow the inflationary spiral soon produced a 100 percent gap 
between the two remaining rates. By late November, the 
official rate was devalued to 500 intis per dollar, but the 
parallel rate quickly rose to 1700 intis per dollar by the end 
of the year. 


Trade and current account balances showed a further 
deterioration for 1988. Two major mining sector strikes in 
1988 cost the country over $550 million in foreign exchange 
earnings. Export earnings have also been severely affected by 
an overvalued exchange rate, but earnings from fishmeal exports 
should compensate in part because of higher prices in 

mid-1988. A decision to slash imports for which Central Bank 
reserves were available reduced the hemorrhage of reserves very 
slightly, but by the end of the year, the Central Bank’s net 
reserves position remained negative. With the exception of 
basic bulk foodstuffs, medicines, and some inputs for 
agriculture, all imports now enter the country at the 
disadvantageous parallel exchange rate. 


Foreign Debt: The Garcia government has maintained its 
announced policy of allotting no more than 10 percent of export 
earnings to service Peru’s medium- and long-term external 

debt. This applies to debt other than that owed to other Latin 
American creditors or contracted after 1985. (Short-term debt 
has been serviced, which has allowed existing trade credit 
lines to remain open, however.) This reduction in debt service 
payments in large part financed the economic growth realized 
during the first 2 years of the Garcia administration, but 
because of its confrontational external debt policies, Peru now 
finds itself unable to secure major new capital inflows from 
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abroad. The International Monetary Fund (IMF) declared Peru 
"ineligible" for further credits; the World Bank (IBRD) has 
discontinued its Peruvian programs, and other international 
assistance programs have been cut back. U.S. economic 
assistance and PL-480 food assistance programs continue, 
subject to receipt of payments on past assistance. Over the 
course of 1988, the government met on several occasions with 
IBRD, IMF, and Inter-American Development Bank officials to 
discuss eventual payment of approximately $1.1 billion in 
arrearages and the subsequent renewal of assistance and credit 
programs. In late 1988, IBRD and IMF officials visited Peru to 
analyze the economic situation and review the government’s 
economic stabilization proposals. Strained relations between 
Peru and its commercial banking creditors also remain a 
problem. It is hoped that further progress will be made in 
1989 towards a closer relationship between Peru and the members 
of the international financial community. 


Since late 1987, the Government has promoted countertrade 
agreements in order to repay its sizeable debt to the Soviet 
Union and other Eastern European creditors. It has also 
approved several agreements by which commercial bank creditors 
accept debt service in such non-traditional exports as textiles 
and processed food. In late 1988, the Government approved 
debt-equity conversion legislation, but given the economic 


difficulties facing the country, the program is not expected to 
yield immediate results. Peru’s total foreign debt at the end 
of 1987 was $15.4 billion; by December 1988 it was estimated to 
be $16.6 billion, equivalent to 105 percent of estimated 1988 
GDP and over six times the value of total exports. 


Labor: Only 18 percent of the 6.5 million economically active 
population of Peru was unionized in 1987. For agricultural 
workers or those in the large "informal" sector of the economy, 
the labor movement has proven to be of little significance. 
However, the portion of the work force that is organized plays 
an important and increasingly vociferous role in the economy. 
The two years of relative calm between the government and 
organized labor ended in mid-1987 when consumer prices began to 
climb faster than wage increases. As a result, the public 
sector, which employs 60 percent of organized labor, began to 
suffer a wave of strikes. By mid-1988, as the economic 
situation continued to deteriorate, there occurred a series of 
prolonged strikes by transportation, bank, and health workers, 
miners and teachers. The government increased the minimum wage 
repeatedly over the course of 1987 and 1988; by December 1988, 
it stood at 21,000 intis (about $13.00) per month. Despite 
these government actions, real wages continued to fall. By 
third quarter 1988, consumer purchasing power fell to its 
lowest level in 25 years. According to government 
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statistics, 1987 unemployment rose only slightly over the 1986 
level of 8.5 percent; underemployment stood at about 55 percent 
of the total working age population. For 1988 it was estimated 
that the average unemployment level would rise to at least 12 
percent. 


Transportation and Communications: Progress continued in 
resolving the ongoing Federal Maritime Commission (FMC) inquiry 
into the impact of Peru’s maritime regime on shipping between 
Peru and the United States. By early 1988, a partial solution 
had been reached. The Peruvian government rescinded the 100 
percent cargo reservation decree that gave rise in 1986 to the 
original FMC inquiry, reinstituting the prior regime of a 50 
percent reservation and a system of waivers permitting third 
flag carriers to participate in the trade. Company-to-company 
joint agreements were signed in early 1988 between Peruvian and 
Chilean carriers, resulting in more frequent service between 
Peruvian and U.S. Gulf/Atlantic Coast ports. The FMC issued 
its final ruling in early 1989. 


The rapid deterioration of the general economic situation in 
1988 has been strongly felt in the transportation sector. The 
mass-transit electric train project for Lima, long a priority 
of the government, continues to suffer from a lack of adequate 
financing; construction has again stalled. Meanwhile, both the 
Government-run and private sector bus systems offer 
increasingly poor service to Lima’s inhabitants due to lack of 
vehicles, equipment, spare parts, and most especially tires, 
which have been in extremely short supply for the past year. 

In December 1988, Lima’s urban transport office announced a 
plan to purchase vehicles from Japan, South Korea, and 
Argentina, the goal being to add 1,000 buses to the 10,000 that 
currently operate. The chronic lack of funds for road repair 
and construction of new arteries outside of Lima means a 
continuously deteriorating land transportation infrastructure. 


The government’s decision to grant the Peruvian Telephone 
Company (CPT) permission to extend its range of activities to 
facsimile, telex, data transmission, international long 
distance telephone services, and cellular telephony represented 
a major development in the telecommunications field. CPT 
serves the Lima-Callao metropolitan area. A U.S. company 
completed a cellular telephony feasibility study for the Lima 
area, and a public tender for equipment for the first stage of 
that project was announced in late 1988. The Panamsat 
satellite was launched in June 1988. Although the Peruvian 
Government had entered into an agreement to lease a transponder 
for the purposes of television broadcasting, the Ministry of 
Telecommunications had not yet decided which channel would be 
granted permission to transmit under the agreement. 
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PART B - IMPLICATIONS FOR THE UNITED STATES 


Broad Market Outlook: Given the severe recession, lack of 
foreign exchange reserves and a deteriorating trade balance, 
Peru will find it increasingly difficult to finance imports of 
essential and nonessential goods and services in 1989. Final 
1988 trade figures will probably show a trade deficit even 
larger than the $463 million deficit recorded for 1987. 

Exports were affected by mining strikes and an artificially low 
exchange rate which discriminated against Peruvian exporters. 
Overall imports, while lower, will exceed exports largely due 
to increasing imports of essential goods such as foodstuffs and 
petroleum products. U.S. exports to Peru declined by 2 percent 
over the 1987 level, from $810 million in 1987 to $793 million 
in 1988. Exports of wheat and refined petroleum products 
soared (increases of 125 percent and 52 percent, 

respectively). Most other product categories of U.S. exports 
to Peru declined. Two government actions mitigated these 
declines: official recognition of the parallel dollar market, 
allowing importers to buy dollars off the street to finance 
imports, and establishment of an import license system that 
permits imports without the use of official foreign exchange 
reserves. Nevertheless, in spite of foreign exchange 
availability in the parallel dollar market, imports will 
probably decline substantially in 1989 due to the sharp 
contraction of demand. 


The investment picture is equally difficult. The government’s 
move to nationalize the banking industry in 1987 and the freeze 
placed on remittances of dividends and profits have undermined 
investor confidence. The government’s inability to develop a 
coherent and sustainable economic program to combat deficit 
spending and spiraling inflation has eroded confidence even 
further. While widely recognized that major new investment is 
essential for economic recovery, this investment will not 
materialize until Peru’s economic house is put in order. In 
November 1988, the Peruvian government announced new 
regulations to permit debt-for-equity swaps in the hope that 
these vehicles would prove attractive to investors, but it 
appears unlikely that the program will attract investors 
without more incentives. 


Best Prospects: In 1989, such essential goods as refined 
petroleum products, food products, organic chemicals and spare 
parts and equipment for the oil and mining industries will be 
best prospects for exporting to Peru. Other export 
opportunities exist in the agricultural, fishing, 
telecommunications, and security industries. During the 
current economic crisis, export strategies for Peru should 
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focus on those industries that the government has targeted for 
growth. Peru’s pending foreign trade legislation will 
encourage greater exports. Therefore, plant equipment for 
fishing, agroindustry, textiles, mining and petroleum would 
receive preferences in terms of import authorizations. The 
market for spare parts will grow as business postpones 
purchases of new equipment and consumers postpone purchases of 
durable goods. Besides meeting basic development needs, 
improved telecommunications services are necessitated by the 
deteriorating security situation. Availability of foreign 
exchange will govern the actual level of imports. The 
government has begun to insist on countertrade for most new 
major purchases and projects requiring imports. Commercial 
lines of credit are not readily available and the U.S. 
Export-Import Bank is “off-cover" in Peru at this time. 


Obstacles to Trade: The average import tariff on manufactured 
goods is 80 percent. Over 500 items are on the prohibited 
list. Included on this list are fresh, canned, and prepared 
fruits and vegetables; beer, liquor and wine; soaps and 
toiletry products; cotton textiles; wearing apparel; jewelry; 
automobiles up to 2,000 cc; household appliances; and luxury 
goods. The Foreign Trade Institute issues three types of 
import licenses that are required for about 60 percent of all 
items imported: the regular license which entitles the 
importer to use official foreign exchange reserves, the import 
certificate given to exporters and the license that stipulates 
that the importer must use nonofficial foreign exchange. 
Imports financed with Central Bank reserves are subject to 
overseas inspection services. Preshipment verification of 
import documents and goods as to price, quality and freight 
charges is carried out on a random basis. 


Foreign Investment: Although it is generally acknowledged that 
foreign investment and technology are necessary for economic 
growth and development, little has been done to encourage 
private investors. Andean Pact guidelines govern foreign 
investment in Peru: its Decision 220 defines the rights of 
foreign, mixed, and national limited liability companies. 

While investment in industries deemed strategic is prohibited, 
as far as ownership of property is concerned, there is no 
technical distinction made between foreigners and Peruvian 
nationals. Peruvian law allows foreigners to remit abroad in 
freely convertible currency each year net profits of up to 20 
percent of the registered investment. The Government will 
allow additional remittances under certain circumstances. In 
August 1986, the government imposed a 2-year ban on 
repatriation of profits, dividends, royalities, depreciation 
and on debt service on medium- and long-term debt. The ban was 
extended another year in August 1988. Exempted from the ban 
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were foreign investments in minerals, oil, gas, and 
export-oriented industries that export to non Andean Pact 
countries. The government maintains that new investment 
granted its approval will not be subject to the ban. 
Nevertheless, it is a factor that has also undermined investor 
confidence. Other disincentives to investment are weak patent 
and copyright protection. 


Major Projects: Among the most important potential major 
project is the development of the Camisea natural gas field 
discovered by Royal Dutch Shell in 1987. Reserves are 
estimated at 650 million usable barrels, considerably more than 
Occidental Petroleum’s find in the northern jungle area that 
justified financing and construction of a pipeline to the 
coast. It is estimated that financing to develop the field and 
build a pipeline to Lima’s Pampilla refinery will amount to 
$1.2 billion. Shell negotiated extensively with the government 
to work out an agreement, but failed to agree on terms. 
Negotiations broke off in September 1988. Another major 
project is the Lima electric train. Construction began in 
1986, but lack of financing has resulted in frequent, extensive 
delays. Although a priority project of the Garcia government, 
the Lima electric train has never been fully studied as to its 
technical and financial merits. It is reported that the 


Brazilians and Italians may offer credits to secure engineering 
and equipment supplies. 


For More Current Information: The trade and investment 
situation in Peru is changing rapidly as a result of the 
country’s economic crisis. For the latest information and 
trade data, businesspeople are encouraged to consult the Peru 
Desk at the Department of Commerce in Washington, D.C., 
Telephone (202) 377-1659. 
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